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Abstract – Compensation system of School of 
Business and Management (SBM), Institut Teknologi 
Bandung (ITB), covers lecturers and non-academic 
employees’ compensation system.  The system that 
regulates non-academic employees has not met the 
criteria of internal equity and external 
competitiveness. The current compensation system is  
also likely to apply the model of 100% fixed salary, 
so it has not been able to encourage employee 
motivation to perform at the maximum. Therefore, it 
is necessary to evaluate and redesign the 
implemented compensation system of SBM ITB from 
the internal point of view. To capture the business 
issue, questionnaire distribution and FGD activity 
were conducted on 30 representative employees 
concerning internal equity, external competitiveness, 
employee contributions, management of the pay 
system, and budget capabilities. The results reveal 
that employees felt dissatisfied with the payroll 
components and also questioned about the existence 
of communication forum to facilitate information 
sharing and grievances. The possible alternative 
solutions are applying person-based compensation 
model considering the educational background and 
job experience as the entry level criteria, job-based 
compensation  model, and   adjustable benefit 
alocation with specific payroll components of each 
and also reinforcing the communication forum for 
employees. 
 
Keywords: compensation system, person-based 
compensation model, job-based compensation model, 
benefit, payroll 
 
 
I.   INTRODUCTION 
 
An organization strive to recruit and retain its 
employees lined by  one big purpose of 
achieving  organizational objective through 
employee’s job performance (Milkovich & 
Newman, 2005). Compensation has always been 
one of substantial element that get more 
attention because it is seen as  a  source  of  
income,  an  acceptance  point  based  on 
education and skill background, and also a form 
of their job contribution and 
satisfaction.Therefore, the compensation system 
has to be designed for escalating employee’s job 
performance (Jones & George, 2007). Besides, 
compensation system needs  to  be  designed as  
to  appreciate employee’s behavior which 
contribute towards organizational goals 
achievement. However, these provisions are not 
as much as easy implemented since gaining 
compensation based on job performance is not 
the only one that expected by many employees, 
but they also look forward for the fairness and 
transparancy of implementation method and 
process of compensation system itself (Lawler, 
1992). 
 
According to Milkovich & Newman (2005) 
internal alignment, external competitiveness, 
employee contributions, management of the pay 
system, and budget capabilities are five policies 
that every employer must address in building the 
pay system. These policies represent the basic 
objectives of pay system itself, include 
efficiency, fairness, and compliance with laws 
and regulations. In other words, objectives guide 
the design of pay systems. They also serve as the 
standards for judging the success of the pay 
system and evaluating the effectiveness of a pay 
system. Successful programs rely upon the 
individuals who are actually doing the work to 
contribute to the program’s development. 
However, a well-designed skill-based pay plan 
will improve employee satisfaction and 
motivation, and, in effect, compensate 
employees more effectively for their 
contributions to the organization. 
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the form of Forum Group Discussion (FGD) on 
14 March 2012. 
 
 
C. Ideal Condition upon Compensation 
System 
 
Supportive  Roles  from  Human  Resource  
Division  (HRD) and/or Another Division 
 
To determine  whether the  compensation 
system has  been well  implemented  or  not,  the  
monitoring  or  evaluation process should be 
conducted in a period of time. Evaluation will be 
performed effectively and used to clarify and 
revise compensation system to discover the 
effectiveness of it through employees 
assessment. Periodic evaluation process of 
compensation system is a key to keep the 
consistency in actualizing the proper 
compensation system of an organization. 
 
Most companies have a Human Resource 
Division (HRD) to assist employees with 
matters relating to their employment. The team 
suggests to the management team how to 
strategically manage people as business 
resources (Milkovich & Newman, 2005). This 
includes managing recruiting and hiring 
employees, coordinating employee benefits and 
suggesting  employee  training  and  
development  strategies. 
 
Based on Booth & Frank (1999), human 
resources also help employees with questions 
regarding payroll components or any grievances. 
In some cases, HRD is  likely to fulfill a number 
of different role, such as the consultancy role 
and the audit  role  in  order  to  provide  advice  
and  guidance  to managers at all levels on 
matters to do with the management of people, 
and also to monitor organizational activities to 
ensure all policies are being properly 
implemented by all concerned. As a whole, the 
role of HRD is necessary to make a company 
run effectively, together with another divisions 
support. 
 
 
Employee Satisfaction 
 
Employee satisfaction is essential to the success 
of any business. A high rate of employee 
contentedness is directly related to a lower 
turnover rate. Thus, keeping employees’ 
satisfied with their careers should be a  major 
priority for every employer. While this is a well 
known fact in management practices, economic 
downturns like the current one seem to cause 
employers to ignore it. 
 
Gregory (2011) stated that there are numerous 
reasons why employees  can  become  
discouraged  with  their  jobs  and resign, 
including high stress, lack of communication 
within the company, lack of recognition, or 
limited opportunity for growth. Management 
should actively seek to improve these factors if 
they hope to lower their turnover rate. Even in 
an economic downturn, turnover is  an  expense 
best avoided. Lack of communication in the 
workforce is a major contributor to 
dissatisfaction. This is usually the result of 
managerial staff that is isolated and does not 
know how to relate to their employees on a 
personal or professional level. 
 
Gomez, et.al (2010) said that employees may be 
unaware of how their performance measures up 
to that of their co- workers and have no sense of 
how they can improve. Without communication, 
it becomes difficult for employees to make any 
progress in their efficiency. The communication 
itself could be in any form, for example the 
Information System facilitated by Human 
Resource Division of a company or organization 
in order to accomodate employees’ aspirations, 
complaints, or ideas and also as the information 
distribution media. This system can seemly be 
helpful and advantageous for both employer and 
employees. 
 
D. The Current Compensation System at 
SBM ITB 
 
Before 2011, SBM ITB had implemented the 
Job-Based Compensation System. This system 
involves the job evaluation as a measurement 
factor. According to Bloom & Milkovich 
(1998), job evaluation is the process of 
systematically determining the relative worth of 
job structure for   the   organization. The 
evaluation   is   based on  a combination of job 
content, skills required, value to the 
organization, organizational culture, and the 
external market. This implementation seemed  
not  fully suitable with SBM condition at that 
time, because the organizational structure has  
not  been  well-established  and  also  there  was  
a  few chance in job promotion due to the 
employees age range is similar to each other. 
 
Therefore, in the early of 2011, SBM 
reconstituted another compensation system 
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In SBM ITB, all the positions in organizational 
structure have their own clear job description 
which has been approved by the dean in a 
Decree No. 039a/I1.C12/SK/OT/2011. Human 
Resource is one of the function that is regulated 
below that decree. In organizational structure of 
SBM ITB, HRD is led by a  chief sub-section of 
human resource, which directly under head of 
administration supervision. 
 
Based on the decree, together with HRD, head 
of administration also have control over any 
concern related to compensation system. The 
specific role of chief sub-section of human 
resource and head of administration are as 
follows: 
 
Chief sub-section of human resource role: 
 
  Responsible  for  the  provision  of  data  for  
policy formulation related to human resource 
at SBM ITB 
  
  Managing human resource systems ranging 
from the process of recruitment, employee 
development and performance appraisal to 
obtain and maintain a reliable personnel, 
including management of recruitment and 
selection, employee development, payroll 
systems and personnel information systems 
  Coordinate with all units in SBM to 
accommodate the needs of personnel in SBM 
ITB 
  Coordinate all matters related to employment 
issues 
 
Head of administration role on human resource: 
 
  Responsible for the hiring process, the 
payroll process monitoring, employee 
performance monitoring, and evaluation of 
human resource systems in SBM ITB 
  Assist the WDS in designing the HR policy 
and HR systems which applied in SBM ITB 
 
From both roles explanation above, there are 
some highlights which concerned to business 
issue in this research, those are chief sub-section 
manages performance appraisal, payroll system 
and personnel information system, as well as the 
head of administration responsibility in 
employee performance monitoring. It can be 
seen here that all  roles  above  would  be  
enough  to  actualize the  well- running human 
resource management, particularly on 
compensation system, if the roles are properly 
implemented. 
Nowadays, there are various companies 
implement the Human Resource Information 
System (HRIS) as the system to facilitate all the 
data information related to human resource to be 
integrated. According to Heathfield (2012), 
HRIS is a software or online solution for the 
data entry, data tracking, and data information 
needs of the Human Resources, payroll, 
management, and accounting functions within a 
business. Typically, the better HRIS provide 
overall: 
 
•  Management of all employee information. 
•  Reporting and analysis of employee 
information. 
•  Company-related documents such as 
employee handbooks, emergency evacuation 
procedures, and safety guidelines. 
•  Benefits administration including enrollment, 
status changes, and personal information 
updating. 
•  Complete integration with payroll and other 
company financial software and accounting 
systems. 
•  Applicant tracking and resume management. 
 
An effective HRIS provides information on just 
about anything the company needs to track and 
analyze about employees, former employees, 
and applicants. With an appropriate HRIS, 
human resources staff enables employees to do 
their own benefits updates. Additionally, data 
necessary for employee management, 
knowledge development, career growth and 
development, and equal treatment  is  facilitated.  
Finally, managers can  access  the information 
they need to legally, ethically, and effectively 
support the success of their reporting employees. 
 
IV. CONCLUSION AND SUGGESTION 
  
A.   Conclusion 
 
According to the entire discussion on this paper 
about encountering the employees’ 
dissatisfactory factors on implemented 
compensation system, here are the conclusion: 
 
  The internal point of view has become the 
major factor to discover the effectiveness of 
compensation system implementation in an 
organization. 
  The socialization to all employees of the 
compensation model used and its payroll 
components is highly important to provide 
the deep understanding whether the 
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employees’ logic expectation has been 
fulfilled or not. 
  Pay-for-performance system   is  highly 
important implemented in SBM ITB to 
motivate employees in working activities. 
   When the logic expectation has not been met 
yet, it also important to have periodic 
communication forum to deliver various 
grievances that need to be improved later on. 
  After all, the periodic evaluation process will 
always be the primary key to always have the 
system run effectively and efficiently. 
 
B.   Suggestion 
 
And finally, this research has many shortages 
and limitation in the process. Therefore, further 
suggestion should be provided in order to 
complete this research in the future. Some 
suggestions that can be expressed are: 
 
  The chief of sub-sector of human resource 
should fully participate in restructuring the 
compensation system in order to provide the 
broad information about human resource and 
also give the best consideration what system that 
could fit the most in an organization like SBM 
ITB. 
  To  align  with  5  required  policies  of  
compensation system, the complete data is 
necessary particularly that relates to external 
competitiveness factor which benchmarking to 
other competitors. This will express whether the  
welfare of employees working in  SBM ITB has 
been met or not, then furthermore the moving 
out employees to that another competitor can be 
suppressed. 
  Redesigning  the  new  compensation  system  
should consider several impacts that could be 
affected directly or indirectly such as social and 
internal impacts. Therefore, there should be 
another comprehensive analysis  concerning  
those  impacts  which  probably could result the 
opposite effect to SBM in the future. 
  SBM  ITB  probably  could  implement  
performance appraisal to rise up the take-home 
pay, it might be good if SBM ITB has the proper 
assessment in order to gain the complete 
valuation for every employee. 
   There  should  be  another  in  depth  research  
about implementing KPI or PAS at SBM ITB in 
order to keep up the good performance of each 
employee. 
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